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The Recent Pattern of Consumption 

i^ONSUMER buying reached a peak rate in the third 
quarter of 1953, and has since declined only slightly in total. 
The comparative strength of consumer purchasing has been 
a sustaining market factor, but variations among commodity 
and service pui'chasing have had important consequences on 
business sales and on employment and income. Consumers 
take nearly two-thirds of the total output of goods and serv­
ices, and the intensity of then- demand is an important in­
fluence on the course of total business activity. 

From the point of view of business firms, major interest 
centers in the volume and shifts in consumer purchases by 
lines. From the point of view of general business anal.ysis, 
interest focuses on the trend of purchasing power and its 
use. This article is concerned with analyses bearing on 
both aspects. 

Recent purchases of goods 

The developments in consumer demand in the past year 
may be characterized by: (1) a leveling off in total consump­
tion expenditures not far from the high reached in the latter 
part of 1953 after a period of sustained advance; and (2) a 
shift in pm-chases among major types of goods and services. 

Total personal consumption -expenditures for goods and 
services reached an annual rate of $231 billion in. the third 
quarter of 1953. A smaU drop of $1 biUion occurred in the 
fourth quarter, and preliminary indications are that this 
rate was maintained in the first quarter of 1954. Purchasing 
power, as measured by personol disposable income, also 
showed little change after the third quarter of last year. 
The cut in personal income tax rates which went into effect 
on January 1, 1954, contributed to the maintenance of this 
bujdng power which so far in 1954 is higher than a year ago, 
though off slightly from the mid-1953 high point. 

Mixed trends in the pattern of buying within a compara­
tively stable total have had important effects on total 
production and employment. The following table shows 
the changes in major categories of consumer purchases from 
the first quarter 1953 to the first quarter 1954, computed 
from preliminary estimates of recent buying. 

From the third quarter of 1953 to the first quarter of 1954, 
consumer buying of goods dropped about 2 percent.' This 
was partly offset by a rise in expenditures for services, of 
which about half is accounted for by the increase in housing. 
The decline in the purchases of durable goods was quite pro­
nounced, amounting to about 7 percent during this period, 
most of which occm-red in passenger automobiles and parts. 
In contrast, purchases of nondurables declined very little. 

1. It moy be noted thot tho docllno In seasonally adjusted retail sales from third quarter 
1983 to first quorter 1954 wos 3 percont. The decline In consumer purchoses of goods of 2 
percent Is consistent with tho retail soles movement. Part of tho autos sold by retailers aro 
for business use and most of the sales of the building motcriols. hardware and farm Implement 
dealers aro bought for other than personal consumption. Those groups have shown moro 
pronounced declines than tho other major kinds of retail businesses. 
^NOTE.—MR. PARADISO IS CHIEF STATISTICIAN AND ASSISTANT DI­
RECTOR. MR. L. JAY ATKINSON OP THE CURRENT BUSINESS ANALYSIS 
DIVISION ASSISTED IN T H E PREPARATION OF THE ARTICLE. 

The divergence in the movement of goods and services had 
an important impact, since a given change in expenditures 
for services has a much smaller effect on employment and 
production than an equal change in purchases of goods. This 
dift'erential effect partly accounts for the more pronounced 
declines in the consumer goods industries than is apparent 
from the small decline in total consumption. Tho appreci­
able drop in goods purchased resulted in unfavorable inven­
tory-sales ratios in many lines and the industries affected 
cm'tailed their purchases of materials and reduced production 
in an attempt to curtail stocks. 

Tabic 1.—Income and Consumpt ion , Selected Periods 

[Billions of dollars, seosonolly odjusted at annual rates] 

Total personal consumption expenditures 

1952 

I 

228.7 
213.7 

143.2 
20.0 
9.9 

117.2 
02.0 
70.6 
23.2 

1063 

I 

245.4 
227.7 

161.4 
30.2 
13.4 

121.2 
05.1 
70.3 
25.3 

1953 

III 

240.8 
231.0 

161.7 
30.4 
13.8 

12L3 
04.4 
70.2 
26.4 

Change—first 
quarter 1054 

from: 

1053 

I 

4 
2 

- 3 
- 2 
- 2 
- 1 
- 1 

5 
2 

1052 

I 

21 
10 

6 
2 
2 
3 
2 

11 
4 

Sourco: U. S. Department of Commerce, Onico of Business Economics. 

Production was affected more by the decline in Federal 
government purchases and by the lowered business purchas­
ing to adjust inventories than by the change in consumer 
buying. Many firms built up inventories to the point where 
in mid-1953, with a general easing of demand pressures in 
the economy, they appeared high in relation to current and 
anticipated demand. Manufacturing and trade stocks were 
reduced primarUy in the durable goods sectors, although 
some liquidation also occurred in nondurable lines even 
though here inventory-sales ratios were not particularly 
high. 

Personal saving maintained 

The recent parallel movement between personal consump­
tion and income has been accompanied by the maintenance 
of the volume of personal saving at about the rate of the 
preceding 3 years. In this period, the ratio of pei-sonal 
saving to disposable personal tncome has been higher than 
the average of the earlier postwar years and of the prewar 
years. Correspondingly, the ratio of spending to income 
has been lower. 
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In 1953, consumer expenditures comprised 93 percent of 
disposable income. The ratio was fairly steady throughout 
the quarters of that year and preliminaiy indications are 
that it was roughly the same in the first quarter of 1954. 

special catching-up influences foUowing World War II, as 
consumers bought goods unavaUable or in short supply 
during the war. As these influences diminished in force in 
the subsequent period, the spendtng-income ratio declined. 
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Consumer Expendifures and Income 

Consumer expendifures have paralleled 
disposable income in the past three years 
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The spending-income ratio of the past 3 years compares 
with an average of about 96 percent in the h i ^ employment 
peacetime years of the past 3 decades. The spending-
income ratio was high in the 1947-50 period ranging from 
94 percent to 98 percent. This was associated mth the 

Consumers' taking of total output 

Another way of appraising the position of consumption is 
to consider it in relation to total output. Although total 
personal consumption expenditures were at a peak m 1953, 
their proportion to gross national product was quite low— 
63 percent. This compares with 69 percent in. 1948, 71 
percent in 1940, and 76 percent in 1929. In fact, in the 
past three decades only in the war years 1942-45 has the 
consumer portion of total sales been lower than in the 
Korean period. 

This ratio in the past 3 years is a reflection of a shift in the 
use of resources with more going to the government mUitary 
program and less to private buying. The Federal govern­
ment, as it stepped up the defense program, increased its 
share of total output from 8 percent in 1950 to 16 percent 
in 1953. This was accompanied by a reduction in fJie pro­
portion of personal consumption expenditures to gross 
national product from 68 percent in 1950 to 63 percent in 
1953, though consumption increased over this period. The 
proportion of investment to total product declined moder­
ately from 1950 to 1953. 

The expansion in Federal government purchases was 
accompanied by an increase in personal tax rates which 
resulted in a much smaller increase in disposable personal 
income from 1950 to 1953 than in personal income. Thus, 
as the following table shows, the decline from 1950 to 1953 
in the ratio of consumption to personal income—^namely 
5 percentage points—was the same as the drop in the pro­
portion of consumption to gross national product. 

This compares with a reduction of less than 2 percentage 
points in the ratio of consumption to disposable income, 
which decline accounted for an increase in the saving ratio. 

When these ratios for 1953 are compared with 1929, the 
shift is even more pronounced—the ratios of consumption 
to gross national product and. personal income declined by 
almost the same amount—about 12 percentage points each— 
whereas the ratio of consumption to disposable income 
dropped by less than 3 percentage points. 

This shift simply reflects the greater importance of govern­
ment requirements now than a quarter of a century ago, a 
difference accounted for by defense needs since the growth of 
other government services has been in line over this period 
with the earlier trend. A reduction in government needs, 
accompanied by a cut in peraonal taxes, would make possible 
a shift in resources to personal consumption and a rise in the 
proportion of the consumer's share of the national product. 

The shift in resource use may; be viewed in terms of the 
long-run trend of the three major components of national 
product—consumer purchases, investment, and government 
purchases. In the past 50 years, real personal consumption 
expenditures have shown a persistent long-term growth 
averaging 2.7 percent per year, exclusive of the depression 
years of the thirties and war periods. 

Fluctuations around this growth trend have been much less 
pronounced than the s%vings around the long-term trend of 
investment and government purchases—in other words con­
sumption has been more stable than the other two. Real 
investment has shown wide fluctuations about a secular 
growth trend wliich has averaged a little more than 3 percent 
per 3''ear. Government purchases of goods and services, in 
real terms, including the Federal and State and local govern­
ments, have for obvious reasons shown the most pronounced 
swings in war and defense periods. Aside from such periods, 
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however, these purchases have tended upward at an average 
rate of about 4 percent per year. The trends of these three 
major sectors have combined in a long-term growth of the 
nation's output at a rate averaging 3 percent per year. 

Between 1950 and 1953 real personal consumption expen­
ditures increased 6 percent. This was a somewhat slower 
rate than that indicated b y the secular growth, but even 
with the rapid expansion of mUitai-y needs during this period 
we were able to expand real per capita purchases of goods 
and services by a moderate amount. Real investment, which 
was at an exceptionaUy high rate in 1950 rose further in 1951 

Table 2.—Comparison of Personal Consumpt ion Expenditures and 
Total Output and Income 

[Percent] 

1(H0 

1044 

1918 
1950 
igsi 
1062 
1953 

Personol consumption expendi­
tures t o -

Gross 
natlonol 
product 

76.9 
7L1 

62.2 

68.7 
67.8 
63.1 
62.7 
62.6 

Personol 
Income 

92.6 
92.1 

67.3 

84.9 
86.8 
81.8 
80.9 
80.8 

Dlsposoble 
Incomo 

96.6 
96.1 

76.9 

94.4 
94.5 
92.6 
92.8 
02.7 

Source. U. S. Deportment ol Commerce, Offlce ot Business Economics. 

to meet government and other needs, and subsequently de­
clined in relation to total output. Government purchases in 
real terms, on the other hand, increased by four-fifths. 

The buying dollar 

Some pronounced changes in the pattern of consumer 
buying of different goods and services have been evident in 
the past several years. As the chart indicates, consumers in 
1953 used 35 cents out of each dollar spent for food, alcoholic 
beverages, and tobacco—a proportion which was consider­
ably above prewar years; they spent 9 cents on clothing and 
shoes—below that in the earlier postwar years and in the 

Table 3.—Personal Consumption Expenditures as a Percentage of 
Disposable Personal Income 

[Percent] 

Personol dlsposoble Income 

Durables 
Nondurables 
Services 

Total food, tobacco, clothing and shelter 
Pood (Including idcohollc boveroges and tobacco)— 
Clothing and shoes 
Houshig 

Autos ond ports 
Fmrnlturo ond houso lurnlshlngs 
Other goods and services.. 

1029 

100.0 

95.6 
11.4 
46.7 
38.4 

60.9 
26.9 
11.2 
13.8 

3.0 
5.0 

35.3 

1041 

100.0 

89.6 
10.7 
47.8 
31.0 

49.1 
28.8 
0.6 

10.8 

3.6 
6.2 

31.5 

1948 

100.0 

04.4 
12.1 
63.0 
28.7 

63.3 
33.0 
10.7 
8.7 

4.0 
0.1 

31.0 

1062 

100.0 

02.8 
11.4 
60.6 
30.0 

62.1 
33.1 
8.8 

10.2 

4.4 
6.1 

32.7 

1063 

100.0 

92.7 
12.2 
48.9 
31.6 

60.8 
32.0 
8.3 

10.4 

5.C 
6.0 

31.6 

Source: V. S. Department of Commerce, Office of Business Economics. 

prewar period; they spent 11.5 cents on housing, a larger 
proportion than in 1948, but smaUer than in the prewar 
period. It is interesting to note that the proportion spent 
on the combined categories of food, beverages and tobacco, 
clothing, and shelter has been fairly stable in the past 25 
years, exclusive of the war period—averaging around 55 
cents out of each dollar spent. 

Some shift has also been evident from prewar in the 
proportion going for autos and parts—6 cents out of each 
expenditure doUar in 1953, compared with 4 cents in 1929 
and 1941. The proportion spent for the remaining goods 
and services as a group has been faii'ly constant since 1941, 
although smaller than in 1929. The detaUed composition 
of this heterogeneous grouping has, of course, changed 
markedly. 

Some of the changes noted have resulted from the fact 
that consumers tend to spend proportionately more on certain 
goods and services as income rises. This is the case, for 
example, for autos and parts and to a lesser extent for some 
major types of consumer durables. 

Similar shifts are evident in considering the ratios of 
consumption by major categories to disposable personal 
income. The following table shows these ratios for specified 
periods. 

Consumption-income relations 

Expenditure-income relationships are useful in furnishing 
guides to the current patterns. Significant shifts have at 
times occurred because of special factors, and as a conse­
quence, simple relationships, such as ratios or linear re­
gressions, will not account for aU of the changes. Judgment 

^vw,J^ ;̂.̂ v^^^4ft»'S.̂ w ,̂̂ /̂ l̂.w>'A'ia^»•w l̂JrvJ» .̂'̂ ^>.t«^J!̂ .w^y^ 

Shifts in Consumer Buying 
Major groups of purchases as d percent of 
total consumer expenditures 

PERCENT 
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must be used in selecting those years which are not domi­
nated by special and temporary influences. Also, the results 
have to be weighed with care. 

The chart on page 9 shows the pattern of consumption 
in relation to disposable persona.! income for the period 



by Loughlin F. McHugh ^ 

Financing Corporate Business 

X OTAL corporate uses of funds last year amounted to ap­
proximately $30 billion, about the same as in 1952. For the 
year 1953 as a whole, both fixed capital investment and in­
ventory requirements were higher than in 1952, the later 
demand being confined to the first three quarters of the year. 
Inventories were lowered in the latter part of 1953 and this 
liquidation was carried over to the early months of this year. 

Corporations increased their liquid asset holdings by $2 
biUion in 1953, a larger addition than occurred in 1952. 
Most of last year's gain was in U. S. Government securities, 
although some further additions were made to bank deposits. 

Offsetting the higher requirements in 1953 than in 1952 for 
fixed assets, inventories, and cash was the change in customer 
financing needs. In 1952, corporate receivables increased $6 
bUlion—continuing the rapid rise which had begun in 1950. 
Receivables were unchanged in 1953, the higher consumer 
debt to corporations being offset by reductions in other 
accounts. 

Higher outlays for fixed assets 
Corporate expenditures on plant and equipment in 1953 

amounted to $24 biUion, or about four-fifths of total require­
ments (table 1). This was $U^ bUlion, or 7 percent, more 
than was spent by corporations for facUities expansion in 
1952. 

Plant and equipment outlays are scheduled at high rates 
through 1954, the annual plant and equipment survey show­
ing a total about 4 percent below a year ago and higher than 
in 1952.' Outlays are being reduced in some corporate 
sectors, notably in manufacturing and raUroading. On the 
other hand, public utility and communication corporations 
plan to maintain their high outlays for production facUities. 

Postwar asset expansion program 

Table 2 shows the value of major asset and liabUity 
items in the balance sheet of corporations as of the end of 
1945, and the cumulative sources and uses of corporate funds 
since that time. These figures are indicative of the huge 
postwar capital expansion programs of corporate business. 
In interpreting the data, however, a few special considera­
tions should be noted. 

The 1945 book value of fixed capital was lower than the 
I'eplacement cost of the facilities then in use, largely because 
of the lower prices typically prevaUing when the facUities 
were acquired. The gross additions to plant and equipment 
in the postwar period were, moreover, made at prices sub­
stantially above those prevailing in 1945. 

Rough allowance for these factors suggests that the "real" 
fixed asset purchases by corporations in the postwar period 

1. "Investment Programs and Soles Expoctotlons In 1964," SUBVEY OF OUBBENT BUSINESS, 
March 1964. 

NOTE.—MR. McHUGH IS A MEMBER OF THE BUSINESS STRUCTURE 
DIVISION, OFFICE OF BUSINESS ECONOMICS. 

represented almost 60 percent of the physical volume of the 
properties in existence at the end of the war. Considering 
the expansion on a net basis—that is after aUowance for 
replacement of facilities which reached the end of their use--

Corporate Liquidity 
Liquid assets in 1953 were higher than 

prewar as a proportion of current liabilities, 

and about the same relative to sales 

PERCENT 
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ful life during the postwar period—corporate fixed facUities 
were increased in the neighborhood of two-fifths over the 
postwar period. 

The "real" increase m inventories—the only current asset 
item for which such computations can be mado with a fair 
degree of accuracy—^was in the neighborhood of 60 percent. 

While both fixed and working capital of corporations under­
went rapid postwar expansion, components of the current 
asset group rose at strUcingly different rates. The book 
values of inventories and receivables were each increased 
by more than one and two-thirds. Liquid assets—cash and 
U. S. Government security holdings—rose by less than 
one-fourth. 

13 
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These differential relative changes are, of com'se, explain­
able in the light of wartime conditions. Inventory and 
customer credit expansion was greatly restricted during the 
war years as a result of dhect governmental restrictions, 
lowered credit needs of both business and consumers in the 
envu'onment of a sharply reduced supply of durable goods. 

Corporate Securities — 

Issues and Retirements 
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and by Government financing of war business. These con­
ditions gave rise to an imusually large accumulation of liquid 
resources by corporations, and during the postwar period 
these assets were an important supplement to internaUy 
generated funds in enabling corporations to replenish 
inventories, expand customer credit and finance capital 
expansion programs without impaii'ment of their fiscal 
position. 

Current liquidity position favorable 

Although "cash" assets have undergone a much smaller 
postwar net expansion than other assets, the current position 
of corporations appears to be relatively favorable by any past 
standards. Cash and U. S. Government secmity holdings of 
corporations as a whole at the end of 1953 were equal to 

approximately 52 percent of current liabUities. WhUe this 
proportion has declined each year since 1945, with the ex­
ception of 1949, the 1953 ratio was stUl well above the 
average ratio of approximately 45 percent in the 1939-41 
period. 

The volume of liquid asset requirements is also related to 
the level of activity, since as payrolls and materials pur­
chases change, the volume of cash needed to meet current out­
lays changes in the same direction—although not necessarUy 
to the same relative degree. The lower line in the chart 
showing the relation of liquid assets to corporate sales is 
indicative of the relative sufficiency of "cash" assets for 
such transactions purposes. This ratio, too, is down from the 
wartime peak, but stUl as high as prewar at the end of 
1953. 

While the overaU liquidity picture is relatively favorable, 
there may be, and probably are, substantial variations among 
different parts of the business community. A recent SURVEY 
analysis of changes in long-term liquidity between the late 
twenties and eany fifties pointed out that relatively stable 
overall trends in liquidity were in part the result of declines 
in liquidity by corporations which were highl^r liquid in the 
earlier period and offsetting increases in liquidity of other 
groups which were relatively less liquid in the earlier period.^ 
It was felt at that time that, by and large, data for most of 
the corporations studied indicated generaUy adequate liquid­
ity. Corporations are now closer to the point of balance 
between liquid asset ownership and requn-ements than they 
have been in the last 15 years, but liquidity conditions pre­
vailing at the end of 1953 were not generally a determining 
independent influence on corporate activity. 

Financing of Requirements 
Funds for corporate capital programs in recent years have 

been derived from both operations and outside capital 
sources (table 1). Retained earnings last year amounted to 
$10 biUion, approximately $1 bUlion more than in 1952. 
The proportion of earnings paid out in dividends has re­
mained low throughout the postwar period in comparison 
with prewar practice. The average for the 1946-53 period 
was 42 percent. This compares with proportions of 60 per­
cent in the 1939-41 period and almost 70 percent in 1929. 

Depreciation charges in 1953 for replacement of flxed 
capital consumed in current production amounted to $12 
bUlion. With continuing expansion of new plant, this was 
almost $2 bUlion more than in the preceding year. These 
two sources—retained earnings and depreciation—were 
equivalent to two-thirds of the total funds utUized in the 
last 2 years, a slightly larger proportion than in the preceding 
years of the postwar period. 

The recent financing done through gross corporate savings 
did not differ greatly from that of the immediate prewar 
period. The proportion of internal funds was somewhat 
larger than the 1952-53 experience in 1939, about the same 
in 1940 and smaUer in 1941. In 1941, the economy was 
rapidly adjusting to defense requirements, working capital 
needs were rising and there was, in consequence, an expanded 
need for short-term funds. During the defense buUdup in 
1950 and 1951, the ratio of internal funds to the total was 
also relatively low. 

Although plant and equipment outlays declined during 
the mild recession of 1949, the major adjustments in capital 
demand and supply in that period were related to short-
term working capital. There was practically no increase in 
total current assets over the course of that year as corpora­
tions increased their liquid asset holdings in the process of 

2. "Flnonclal Experience of Lorgo and Medium Size Manufacturing Firms, 1927-1951," 
SURVEY, November 1952. 
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reducing inventories. Current liabilities were cut back 
sharply in 1949 as bank loans were repaid and Federal tax 
liabilities declined. These current liability changes were 
offset by continuing expansion of external long-term financing 
so that the net demand for capital funds in that year was 
about equal to the total available from internal sources. 

Corporate sales and retained profits in 1953 tended upward 
through midsummer in response to rising activity. There­
after, as sales eased, undistributed profits declined more 
sharply than earnings as dividends were maintained. By 
year-end the reduction in profits lowered substantiaUy the 
availabUity of funds from this source. The elimination of 
the excess profits tax on January 1 bolstered after-tax 
profits but retention of earnings so far this year has provided 
a smaller flow of funds for financing than a year ago. 

Table 1.—Sources and Uses of Corporate F u n d s , 1946-53' 

[Billions of dollars] 

Total uses 
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Increoso In othor ossets-totol 

Inventories 
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8.1 
.6 
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2.2 
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-1.0 
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32.7 

17.0 
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7.1 
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.7 
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0.3 

1.0 
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4.9 
1.0 
3.3 

- 4 . 3 
.7 

- 2 . 9 
- 1 . 7 
- 1 . 2 

- . 3 

- 2 . 3 
.6 

.7 

45.0 

17.0 
28.6 
9.9 
6.3 
2.0 
2.0 
.0 

13.8 
1.6 
.2 

12.0 

4.6 
1.6 
2.0 

44.5 

13.0 
7 9 
3.7 
1.7 
2.0 

19.9 
.9 

1.6 
2.1 

- . 6 

8.8 
.3 

8.6 

7.2 
1.6 

40.7 

21.7 
19.0 
10.2 
8.6 
.5 
.6 
.6 

6.2 
.6 

1.6 
3.1 

3.0 
2.2 

.8 

41.0 

10.2 
8.7 
0.3 
2.7 
3.6 

16.8 
.8 

4.4 
3.9 
.6 

4.2 
.9 

3.3 

6.1 
1.3 

31.0 

22.4 
8.6 
1.6 
1.4 
.2 
.2 

- . 1 

0.0 
1.8 
.1 

4.1 

31.7 

8.8 
10.0 
7 9 
3.0 
4.9 

6.0 
.8 

2.4 
1.7 
.7 

3.0 
.9 

2.7 

- 3 . 1 
1.3 

- . 7 

30.6 

24.0 
6.6 
3.6 
2.6 
.5 
.3 
.2 

(») 
1.5 

(<) 
- 1 . 5 

2.0 
.5 

1.6 

1.0 

31.4 

9.8 
11.8 
7 6 
2.4 
5.2 

2.2 
.8 

- . 4 

\\] 
-1.0 

\\] 
2.2 

.6 

1. Excluding bonks ond Insuronco compoulos. Data have been revised to Internal 
liovenuo Sorvloo statistics for the years 1946 through 1950. 

2. Prellmlnory, and boscd on incomplete doto. 
3. Less than 60 million dollars. 
4. Included in othor receivables. 
5. Including depletion. 
tNot available. 
Sourco: U. 8. Dopartmont ol Oommcrco based on Securities ond Exchange Oommisslon 

ond other fhionolol data. 

On the other hand, depreciation charges on a continually 
expanding asset base are larger. This is due in part also 
to the influence of accelerated tax-amortization of defense 
facUities. 

Under present legislation, new fixed capital programs con­
sidered necessary for national defense are eligible to be 
written off at an accelerated rate. Currently $30 bUlion of 
certificates of necessity have been issued; and of this tottil 
approximately $18 bUlion may, as projects are completed, 
be \vritten off in a 5-year period rather than over a longer 
period as required under normal tax provisions. It is 
estimated that in 1953, roughly $1 bUlion of rapid amorti­

zation allowances were charged on facilities compared with 
one-half bUlion dollars in 1952. Under present completion 
schedules, amortization allowances will exceed $2 billion in 
1954 and, under a $30 bUlion certificate program, may 
grow to a rate of $3K billion in late 1955. 

New issues market 

Sale of new securities in the long-term capital markets 
continued to be an important source of financing in 1953, 
with the net inflow of funds amounting to $7.6 biUion (see 
chart on p. 14) This was about $300 mUlion less than was 
raised through security sales in 1952—the record year for 
such financing—but it was larger by far than any other 
year. Some reduction in net new issues occurred in the 
first quarter of 1954. 

Bond issues continue to be the predominant method of 
external financing, with the net inflow of funds in 1953 
constituting a new record of $5.2 bUlion. Actual sales of 
bonds and other long-term debt instruments were somewhat 
lower than in 1952 but retirements of outstanding issues 
were down by a greater amount. 

Stock issues were less in amount than in 1951 or 1952, but 
new equity funds stiU remained substantially higher than 
in any earlier postwar year and at least equal to any prewar 
period. In the "bull" market of the twenties, total stock 
sales were much higher on a gross basis, but a substantial 

Tabic 2,—Postwar Corporate Investment and Its F inanc ing ' 

[Billions of dollars] 

Assets 
Gross flxed assets J 
Selected current ossets 

Inventories 
Eecelvobles 
Liquid assets' 

Liabilities 

Long-term UoblUtles and copital 
Oopitoi stock and capital reserves 
Depreciation reserves 
Long-term dobt 

Selected short-term liabilities 
Payables (supplier) 
Bonk loans 
Federal tax liobilltles 

Book value 
outstanding 
end of 1946 

138 
95 
26 
20 
43 

237 
140 
56 
42 

36 
20 
6 

10 

Uses or:d 
sources ot 

funds 

150 
98 
44 
42 
10 

196 
97 
62 
36 

44 
23 
10 
11 

1. Excluding banks and Insuranco componies. 
2. Exclusive ot land ond before depreciation. 
3. Gash, deposits and U. S. Qovemment securities. 

Sourco: U. S. Department of Commerce, Ofllce of Business Economics and Securities and 
Exchange Commission. 

portion of such sales involved changes in existing forms of 
equity secm-ities rather than raising of net new funds. 

Bank loan expansion halted 

From 1949 through mid-1953, bank credit was an impor­
tant source of corporate flnancing. Peak borrowing occurred 
in the 18 months foUowing the outbreak of Korean hostUities 
when corporations added to their bank debt at an annual 
rate of $4 bUlion. This expansion was moderated in 1952 
and in early 1953 and, on a seasonaUy adjusted basis, rose 
at a rate of about $2 billion a year during the period. The 
rise was finally halted in the summer of 1953. There was 
an absence of the normal seasonal pickup in bank borro\ving 
last fall and wnter and at the end of £lie year corporate loan 
balances at commercial banks were lower than a year 
earlier. The seasonaUy adjusted decline in bank loans 
that set in late in 1953 continued in the first quarter of 1954. 

file:///vritten
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Federal tax accruals and payments 

Financing of short-term corporate capital requirements in 
the postwar period has been significantly affected by the 
changes in Federal profits taxes accrued and paid by corpora­
tions. With tax rates unchanged from 1952 to 1953 and 
profits higher, in the latter year tax accruals exceeded pay­
ments by $2 billion, thus providing a temporary source of 
financing to corporate business. In 1952, in contrast, tax 
payments exceeded accruals by about $3 bUlion, and hence 
the excess had to be paid from other sources of funds. 

While such variations can thus be sharp from one year to 
the next, over the longer term this liabUity account does not 
bulk so large in the total picture. Over the whole postwar 
period, the net increase in corporate tax liabUities to the 
Federal government amounted to about $11 billion, or about 
4 percent of the total financing requirements. 

Table 3.—Net New Security Issues , by Industry 

[Millions of dollars) 

Total new Issues 
Bonds and notes 
Stocks 

Manufacturing—total 
Bonds and notes 
Stocks 

Electric, gas ond woter—total 
Bonds ond notes 
stocks... 

Hoilrood—totol 
Bonds ond notes 
Stocks 

Other tronsportation—total 
Bonds and notes 
Stocks 

Communication—total 
Bonds ond notes 
Stocks 

Flnonclal and real estate—totol 
Bonds and notes 
Stocks 

Commercial and miscellaneous—total 
Bonds and notes 
Stocks 

1948 

6,880 
4,054 
1,232 

1,863 
1,513 

345 

1,867 
1,665 

302 

275 
287 

- 1 2 

78 
70 
2 

1,030 
678 
358 

642 
311 
231 

230 
230 

fl 

1940 

4,866 
3,284 
1,672 

810 
676 
134 

1,818 
1,063 

764 

178 
178 

6 

266 
260 
- 6 

843 
493 
360 

789 
420 
360 

103 
180 

- 2 3 

1950 

3,724 
2,004 
1,720 

103 
90 
97 

1,728 
1,020 

099 

166 
168 

0 

146 
146 

0 

421 
- 3 3 
464 

806 
375 
431 

276 
236 

41 

1961 

6,277 
3,677 
2,700 

2,344 
1,006 

648 

2,162 
1,398 

764 

- 7 6 
- 8 5 

11 

61 
75 

- 1 4 

778 
112 
600 

747 
154 
593 

269 
227 

42 

1962 

7,927 
4,940 
2,987 

3,107 
2,041 

626 

2,328 
1,483 

846 

- 1 3 
2 

- 1 6 

324 
282 
42 

964 
147 
817 

902 
235 
067 

255 
160 
105 

1063 

7,501 
6,186 
2,376 

1,032 
1,650 

82 

2,737 
1,001 
1,070 

-38 
-33 
-4 

1,010 
424 
586 

1,826 
1,226 
509 

303 
260 
44 

Source: Securities and Exchange Commission. 

Federal taxes being currently accrued are down signifi­
cantly from the 1953 average, reflecting in part lower cor­
porate proflts and in part the elimination of the excess 
profits tax at the end of 1953. With corporations required 
to pay approximately 90 percent of the higher tax liabilities 
accrued in 1953 in the first half of the current tax year, 
payments are at present greatly in excess of taxes being 
currently accrued, a factor which may involve temporary 
financial problems for some firms. 

Industry differences 

There were noteworthy differences among the major in­
dustries in the amount and composition of demand for 
capital funds. As in other years, manufacturing corpora­
tions predominated, with total requirements of approxi­
mately $15 billion or about half of the total for all corpora­
tions. These concerns also contributed a major share of 
the increased fixed asset and inventory demand from 1952 
to 1953. Manufacturers accounted for about one-third of 
the $1Ĵ  billion increase in capital outlays, and for almost 
three-fourths of the increased holding of corporate inventories 
from 1952 to 1953. 

Public utilities increased their fixed capital outlays by 
$600 million or 15 percent from 1952 to 1953—the largest 
relative and absolute amount of any major sector of cor­
porate business. 1953 capital expenditures by the railroads, 
on the other hand, were little changed from 1952. The 
rails expect to sizably reduce their capital expenditures in. 
1954. 

As has been generally the case in recent years, raUroads 
relied most heavily on funds from operations. These ac­
counted for 80 percent of their funds used, compared with a 
proportion of two-thirds for manufacturing and for all 
corporations. The utUities and communication groups, on 
the other hand, drew as usual upon external funds, as gross 
savings in the form of retained proflts and depreciation 
accounted for less than one-third of their requirements. 

As indicated, bank borrowing was of lessened importance 
in financing new capital requirements in 1953. Bank credit 
to manufacturers was actually lower at the end of 1953 
than a year earlier. Utilities continued to add to their 
outstanding bank debt but at a reduced rate from 1952, and 
changes among other groups were relatively small. Bank 
loans were reduced at an increasing rate in the opening 
months of 1954 with loan liquidation programs fairly wide­
spread throughout industry. 

Large utility flotations 

Table 3 presents information on the industrial composition 
and type of financing in long-term capital markets since 1948. 
The electric and gas utilities were the largest users of such 

Table 4.—Corporate Bond a n d Stock Yields ' 

(Percont per annum] 

Average for period 

1924-26 
1929 
1910-41 
1948 

1950 
1951 
1952 
19.13 

3
 

II 
I l l 
IV 

1954: I (estimated).... 

In­
dus­
trial 

5.6 
5.3 
3.6 
2.9 

2.7 
2.9 
3.0 
3.3 

3.1 
3.4 
3.4 
3.3 

3.1 

Pub­
lic 

UtUi­
ties 

5.3 
6.1 
3.2 
3.0 

2.8 
3.1 
3.2 
3.4 

3.3 
3.6 
3.6 
3.4 

3.2 

Roil-
roads 

6.6 
6.2 
4.1 
3.3 

3.1 
3.3 
3.4 
3.6 

3.4 
3.6 
3.6 
3.6 

3.4 

Common stock 

Dividend yields 

In­
dus­
trial 

5.3 
3.8 
6.8 
6.9 

6.5 
6.3 
5.6 
6.5 

5.3 
6.6 
5.7 
5.6 

5.2 

Pub­
lic 

UtUi­
ties 

6.8 
2.1 
7 0 
6.8 

6.7 
6.8 
6.4 
6.3 

6.1 
6.4 

. 6.5 
6.3 

5.1 

RaU­
roads 

5.9 
4.4 
6.9 
6.0 

6.6 
6.3 
5.9 
0.6 

6.8 
6.2 
0.8 
7 1 

6.9 

Eornlngs—price ratio 

In­
dus­
trial 

9.8 
6.1 
9.2 

14.8 

14.6 
10.4 
9.6 

10.1 

9.2 
10.3 
10.0 
10.6 

(1) 

Pub­
lic 

UtUi­
ties 

8.7 
3.8 
7 0 
8.1 

8.4 
7 5 
7 4 
7 4 

7 1 
7 6 
7 7 
7 1 

(t) 

Rail­
roads 

11.0 
8.5 

17.5 
18.1 

21.9 
16.4 
16. G 
17.0 

13.2 
17.1 
18.7 
19.5 

(t) 

1. Moody's series. t Not available. 
Sourco; Moody's Investors Service oxcopt 5or comon stock data prior to 1929 which were 

extrapolated on the basis of the earnlngs-prlco ratio and dividend yield serlosshown In Com­
mon Stock Indexes, Oowlos Commission Monograph No. 3. 

funds in 1953, and the $2.7 billion of money raised by them 
throug:h net sales of stocks and bonds accounted for over 
one-tmrd of total net new issues. This was one-sixth more 
than net flotations in 1952. In contrast, manufacturers 
cut their net proceeds from security issues almost in half 
from the record rate of the preceding year. 

The largest relative expansion in funds was the $1.8 biUion 
raised in the new issues markets in 1953 by the financial and 
real estate groups. This was double the volume of such 
financing in 1952 and the increase was entbely confined to 

(Continued on page 22) 
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Other American Republics received $4 mUlion on balance 
in loans and other long-term credits during 1953. 

Teclmicai assistance to these countries was about the same 
in the past 2 years. Bolivia received three-quarters of a 
mUlion dollars worth of wheat under the Emergency Famine 
Relief Act. The original program for $5 miUion in such 
shipments to Bolivia was raised to $8 million on March 15, 
1954. 

Multilateral programs continue 
The annual contributions to the programs for teclmicai 

assistance administered by the United Nations and the 
Organization of American States were not changed in 1953, 

totaling $13 mUlion. Payments of $7 mUlion to the Inter­
governmental Committee for European Migration provided 
that international organization with funds to continue the 
program of assisting Europe by resettling European sur­
plus population in other areas where its skiUs would be 
beneficial. 

In November the Government disbursed another contribu­
tion of $10 million to the International Children's Emergency 
Fund, bringing total contributions to this progi'am since 
1947 to $97 mUlion. 

The United Nations made the scheduled $lK-mUlion repay­
ment on the $65-million loan for construction of the head­
quarters building in New York. 

Financing Corporate Business 

(Continued from page 16) 

debt issues. For the most part it reflected the heavy volume 
of business done by nonbanlc concerns engaged in extending 
credit on dm-able consumer goods. 

Proceeds from the sale of stock in 1953 fiowed almost en­
tirely to three groups—utilities, communications, and 
finance. In the. last case, stock sales represented largely 
flotations by investment companies; in the case of communi­
cations, a substantial volume of new stock sales represented 
the conversion of debt issues. 

The volatility of the manufacturing industry's flotations 
in the capital markets is strikingly shown in the table. The 
reduced capital demand in 1949 and the intensified demand 
in 1951 and 1952 were quickly reflected in the new issues 
market. In the 1949-50 period, manufacturers were prac­
ticaUy out of the new issues market, and only after a lag of 
some months did activity pick up in response to the new 
and higher defense requirements foUowing the outbreak of 
Korean hostUities. 

Cost of financing 

Although the cost of borrowing in 1953 was on the average 
higher than in any year since prewar, rates were lowered in 
the latter part of the year, and these trends have been con­
tinued into current months (table 4). Largely as a result 
of the favorable terms of postwar financing, interest pay­
ments continue to be relatively low in historical perspective. 
These costs represented slightly more than 9 percent of earn­
ings avaUable for interest (i. e., profits before taxes and inter­
est) in 1953, up fractionally from 1952, but far below the 
prewar ratio of 20 percent in 1940 or the 30 percent ratio 
in 1929. 

Common stock earnings-price ratios averaged slightly 
higher in 1953 relative to 1952 but, as in the case of borrow­
ing costs, were tending downward in the latter part of the 
year as stock prices firmed whUe earnings tended downward. 

Common stock dividend yields remained rather steady through 
most of 1953, except for the railroad groups where dividends 
were somewhat higher while share prices did not keep pace 
with general market averages. Dividend yields were 
generally lower in the first quarter of this year. 

Despite the somewhat reduced cost of equity financing in 
the current period, the general cost structure, as well as the 
relatively low volume and cost of corporate debt, continues 
to favor financing through use of borrowed funds, in view of 
the interest rates prevailing. It may be noted from table 4, 
for example, that bond yields are currently less than two-
thirds of dividend yields. In the prosperous mid-tWenties, 
interest rates and dividend yields were of the same order 
of magnitude. 

Summary 

The unprecedented capital expansion program undertaken 
by corporations in the postwar period was carried through 
with relative smoothness. Use of borrowed funds was some­
what more pronounced than in earlier expansions, but this 
appears to have reflected in part the earlier improvement in 
debt position and the exceptional postwar working capital 
needs. 

Total long-term funds used in the 1946-53 period amounted 
to almost $200 bUlion. Of this sum, half came from retained 
earnings and stock issues, slightly less than one-third was in 
the form of depreciation allowances, and one-sixth took the 
form of long-term debt. The proportion of gross equity to 
total long-term financing in the postwar period was roughly 
the same as indicated by the balance sheet of all corporate 
business at the end of the war—a period when the financial 
position was rather favorable. At that time the combined 
balance sheet of corporations reflected the effects of wartime 
conditions which tended not only to increase the. relative 
importance of equity financing but also to lower the influence 
of long-term debt in the overall financial structure. 


